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OATH OR AFFIRMATION

I, Steven N. Lombardo, affirm that, to the best of my knowledge and belief the accompanying financial
statements and supporting schedules pertaining to the firm of HSBC Securities (USA) Inc. as of
December 31, 2001, are true and correct. I further affirm that neither the company nor any partner,
proprietor, principal officer or director has any proprietary interest in any account classified solely as

that of a customer. .

Steven N. Lombardo
Senior Vice President

Chief Financial Officer

*
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This report ** contains (check all applicable boxes):

(a) Facing Page

(b) Statement of Financial Condition

{(¢) Statement of Income (Loss)

(d) Statement of Cash Flows

(e) Statement of Changes in Stockholder's Equity

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors

(2) Computation of Net Capital

(h) Computation for Determination of Reserve Requirement Pursuant to Rule 15¢3-3

(i) Information Relating to the Possession or Control Requirements Under Rule
15¢3-3

() A Reconciliation, including appropriate explanation, of the computation of Net

~ Capital Under Rule 15¢3-1 and the Computation for Determination of the
Reserve Requirements Under Exhibit A Rule 15¢3-3

" Schedule of Segregation Requirements and Funds in Segregation Pursuant to

Commodity Exchange Act

(k) A Reconciliation between the audited and unaudited Statements of Financial
Condition with respect to methods of consolidation

() An Oath or Affirmation

(m) A Copy of the SIPC Supplemental Report

(n) A Report describing any material inadequacies found to exist or found to have
existed since the date of the previous audit

(0) Independent auditor’s report on internal accounting control

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3)
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We have audited the accompanying statement of financial condition of HSBC Securmes (! {
Inc. (the Company) (an indirect wholly owned subsidiary of HSBC Holdings plc) as of Decembe
31, 2001 that you are filing pursuant to Regulation 1.10 under the Commodity Exchange Act”
This financial statement is the responsibility of the Company’s management. Our responsibility
is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of material
misstatement. An audit of a statement of financial condition includes examining, on a test basis,
evidence supporting the amounts and disclosures in that statement of financial condition. An
audit of a statement of financial condition also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall statement of
financial condition presentation. We believe that our audit of the statement of financial
condition provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above present fairly, in all
material respects, the financial position of HSBC Securities (USA), Inc. as of December 31,
2001, in conformity with accounting principles generally accepted in the United States of
America.

Our audit was made for the purpose of forming an opinion on the statement of financial condition
taken as a whole. The supplementary information included in Schedules I through IV is
presented for purposes of additional analysis and is not a required part of the basic financial
statements, but is supplementary information required by rule 17a-5 under the Securities
Exchange Act of 1934 and Regulation 1.10 under the Commodity Exchange Act. Such
information has been subjected to the auditing procedures applied in the audit of the statement of
financial condition and, in our opinion, is fairly stated in all material respects in relation to the
statement of financial condition taken as a whole.

KPre Lp

February 19, 2002
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HSBC SECURITIES (USA) INC.

(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001
ASSETS
(Dollars in thousands except share data)
Cash
Cash and securities segregated pursuant to federal and other regulations (Note 3)
Trading inventory, at market value (Note 4)
Trading inventory, at market value, pledged (Note 4)
Securities pledged under collateral agreements (Note 4)
Securities purchased under agreements to resell

Receivable under securities borrowing arrangements

Receivable from brokers, dealers, clearing
organizations and customers (Note 5)

Other assets (Notes 8 and 9)
Total assets

LIABILITIES AND STOCKHOLDER'’S EQUITY

Liabilities:
Short term borrowings (Note 6)

Securities sold under agreements to repurchase
Securities sold, not yet purchased, at market value (Note 4)

Securities sold, not yet purchased, at market value,
obligation to return collateral (Note 4)

Securities received under collateral agreements
Payable under securities lending arrangements

Payable to brokers, dealers, clearing
organizations and customers (Note 5)

Accounts payable and accrued liabilities
Total liabilities
Commitments and contingent liabilities (Note 11)
Liabilities subordinated to claims of general creditors (Note 7)
Stockholder’s equity (Note 13)

Total liabilities and stockholder’s equity

$ 9,766
163,593
1,134,861
17,716,786
1,179,555
5,855,491

4,194,137

4,698,136
273,807

$ 35,226,132

$ 27,502
7,474,837

464,519

18,575,904
1,179,555

1,765,740

4,760,033
396,483

34,644,573

375,000
206,559

$ 35,226,132




HSBC SECURITIES (USA) INC.,

(A wholly owned subsidiary of HSBC Markets (USA) Ine.)
NOTES TO THE STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001
(Dollars in thousands except share data)

NOTE 1 - ORGANIZATION

HSBC Securities (USA) Inc. (the “Company” or “HSI”) is a wholly owned subsidiary of HSBC Markets (USA) Inc. (the
“Parent”) whose ultimate parent is HSBC Holdings plc (“HSBC”).

The Company is a registered broker dealer of securities under the Securities Exchange Act of 1934 and a registered futures
commission merchant with the Commodities Futures Trading Commission (“CFTC”). In 1996, HSBC was granted the
authority by the Federal Reserve Board to engage, through the Company, in limited underwriting and dealing activities under
the Bank Holding Company Act of 1956, as amended. The Company is engaged in underwriting, dealing and brokering a full
range of debt and equity securities and futures contracts. The Company is also a primary dealer in U.S. Government and
federal agency securities.

The Company is a member of the National Association of Securities Dealers, Inc. (“NASD”), New York Stock Exchange
(“NYSE”), Chicago Mercantile Exchange (“CME”) and Chicago Board of Trade (“CBOT").

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Proprietary securities, options and futures transactions are reflected in the statement of financial condition on a trade-date
basis. Trading inventory and securities sold, not yet purchased are carried at market value. Options are valued at market and
are reported in trading inventory and securities sold, not yet purchased, as appropriate. Receivables and payables relating to
transactions that were not yet due for settlement and which settled subsequent to December 31, 2001 are reflected as a net
balance.

Securities, options and futures transactions executed by the Company as agent for customers are reflected in the statement of
financial condition on a settlement-date basis.

Securities purchased under agreements to resell and securities sold under agreements to repurchase are treated as collateralized
financing transactions and are recorded at the amounts at which they will be subsequently resold or reacquired, as specified in
the respective agreements, plus accrued interest to date. Repurchase and resale agreements with the same counterparty, same
maturity and which are subject to master netting arrangements are presented net in the statement of financial condition. In
connection with securities purchased under agreements to resell, it is the policy of the Company to obtain possession of
collateral with market value in excess of the principal amount loaned. Collateral is valued daily, and additional collateral is
obtained when appropriate.

Securities borrowing and securities lending arrangements are financing agreements which are recorded at the amount of cash
or other collateral advanced or received. Securities barrowed transactions require the Company to deposit cash or other
collateral with the lender. With respect to securities loaned, the Company receives collateral in the form of cash or other
collateral in an amount generally in excess of the market value of the securities loaned. The Company monitors the market
value of securities borrowed and loaned on a daily basis with additional collateral obtained or refunded as necessary.

-1- {continued)
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HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION

(Dollars in thousands except share data)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

During the normal course of business, the Company pledges its own assets as collateral pursuant to resale agreements and
securities borrowing transactions. In accordance with SFAS No. 140, “Accounting for transfers and servicing of financial
assets and extinguishments of liabilities”, the Company has reclassified certain trading assets and liabilities in the statement of
financial condition. Trading inventory pledged as collateral which can be sold or repledged by the creditor is reclassified as an
asset encumbered. To the extent the Company sells collateral pledged to it, principally to settle short sale transactions, the
obligation to return the collateral has been recorded.

Collateral pledged by the Company to secure loan of securities has been recognized as securities pledged under collateral
agreements. The collateral received by the Company to secure a loan of securites is recorded as securities received under
collateral agreements, to the extent that the collateral has been sold or repledged by the Company

Amounts due to and from customers, brokers and dealers, and affiliates, which are denominated in foreign currencies, are
translated at year-end exchange rates.

The Company accounts for income taxes utilizing the asset and liability method. The Company’s results of operations are
included in the consolidated federal and combined state and local income tax returns filed by the Parent. In accordance with a
tax-sharing agreement, the Parent allocates to the Company it’s proportionate share of the consolidated federal and combined
state and local tax liabilities on a separate company basis.

At December 31, 2001, the Company had three stock-based compensation plans. The Company accounts for the fair value of
its options and shares under those plans in accordance with SFAS No. 123, Accounting for Stock-Based Compensation.

The preparation of the statement of financial condition in conformity with generally accepted accounting principles in the
United States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the statement of financial condition. Actual
results could differ from those estimates.

NOTE 3 - CASH AND SECURITIES SEGREGATED PURSUANT TO FEDERAL AND OTHER REGULATIONS

As of December 31, 2001, cash of $3,617 and qualified securities with a market value of $159,976 have been segregated in
special reserve bank accounts for the exclusive benefit of customers in accordance with Rule 15¢3-3 of the Securities and
Exchange Commission (“SEC”) and Regulations 1.32 and 30.7 of the CFTC.

Additionally, the Company has deposited $160,505 of U.S. Government securities as collateral at various clearing

organizations in the normal course of business. These securities are included in trading inventory on the statement of financial
condition.

22
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HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION

(Dollars in thousands except share data)

NOTE 4 - TRADING INVENTORY, AT MARKET VALUE AND SECURITIES SOLD, NOT YET PURCHASED,
AT MARKET VALUE

Trading inventory, at market value and securities sold, not yet purchased, at market value at December 31, 2001, consisted of
the following:

Securities sold,

Trading not

inventory yet purchased

U.S. Treasury bills $ 947,249 $ 240,801

U.S. Treasury notes, bonds, strips & agencies 15,493,012 17,892,662

Total U.S. Government and agency securities 16,440,261 18,133,463

Options - listed 10,893 5,157

Corporate obligations 2,400,419 894 944

Equities 74 6,859

Total $ 18,851,647 $ 19,040,423
Trading inventory pledged (17,716,786)

Obligation to return collateral (18,575,904)

§ 1,134,861 3 464,519

The Company has also accepted collateral that it is permitted to sell or repledge, the fair value of which amounted to
$21,648,439 as of December 31, 2001. Collateral in the amount of $7,212,359 and $18,575,904 has actually been sold or
repledged as part of a matchbook trading strategy and to settle securities sold, not yet purchased transactions, respectively.
This is in excess of amounts recorded in the statement of financial condition due to various netting arrangements.

As part of 1t’s borrow versus pledge activity, the Company has pledged collateral and has sold or repledged collateral received
in the amount of $1,179,555 as of December 31, 2001.

At December 31, 2001, U.S. Government and agency securities with a market value of $1,176,041 have been pledged against
securities borrowed with a market value of $1,157,326.




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION

(Dollars in thousands except share data)

NOTE 5 - RECEIVABLE FROM AND PAYABLE TO BROKERS, DEALERS, CLEARING ORGANIZATIONS AND
CUSTOMERS

The balances shown as receivable from and payable to brokers, dealers, clearing organizations and customers are comprised of
the following:

Receivable:
Customers $ 1,114,807
Fail to deliver 3,384,028
Other receivables from brokers, dealers, and
clearing organizations 199,301
$ 4,698,136
Payable: -
Customers $ 1,098,111
Fail to receive 3,166,921
Securities transactions not yet settled, net 477,932
Other payables to brokers, dealers, and
clearing organizations 17,069
$ 4,760,033

NOTE 6 -BORROWINGS

Short term borrowings include both secured and unsecured bank loans used to finance operations, including the securities
settlement process.

At December 31, 2001, bank loans amounting to $25,000 were fully collateralized by marketable securities, valued at $25,500.

The table below shows select information for short-term borrowings.

Amount Rate
Overnight bank loans 26,585 1.54%
Other Facilities 917 Various
27,502

Other facilities bear interest at rates which approximate market as of December 31, 2001. The Company also has certain
borrowing arrangements consisting of facilities that the Company has been advised are available, but where no contractual
lending obligation exists.

At December 31, 2001, the Company had undrawn revolving notes with an affiliate of $125,000 at three month LIBOR plus
125 basis points due October 12, 2005 and $150,000 at three month LIBOR plus 100 basis points due July 31, 2005.

The Company also has a committed unsecured line of credit with an affiliate of $50,000 due December 31, 2002 or such date
thereafter, specifically for financing affiliate securities. In addition, there is a $100,000 committed line with a non-affiliate

due July 11, 2002.

-4-




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION
(Dollars in thousands except share data)

NOTE 7 - RELATED PARTIES

Balances and amounts resulting from transactions with related parties included in the statement of financial
condition are presented below:

Assets:
Cash $ 6,007
Cash and securities segregated pursuant to federal and other regulations 50
Receivable under securities borrowing arrangements 8,083
Receivable from (includes unsettled trades and fails):
Customers ; 118,093
Brokers and dealers 26,533
Other assets 12,091
Liabilities:
Short term borrowings 1,532
Securities sold under agreements to repurchase 250,024
Payable under securities lending agreements 1,377,465
Payable to (includes unsettled trades and fails):
Customers 76,714
Brokers and dealers 12,194
Accounts payable and accrued liabilities 7,906

Liabilities subordinated to the claims of general creditors:
Floating rate revolving subordinated loan due July 31, 2005,

at three month LIBOR plus 100 basis points 150,000
Floating rate revolving subordinated loan due August 24, 2002

at one month LIBOR plus 50 basis points 25,000
Floating rate cash subordinated loan due January 31, 2003,

at six month LIBOR plus 70 basis points 50,000
Floating rate cash subordinated loan due July 31, 2004,

at twelve month LIBOR plus 125 basis points 150,000

At December 31, 2001, the Company had undrawn revolving notes with an affiliate of $125,000 at three month LIBOR plus
125 basis points due October 12, 2005 and $150,000 at three month LIBOR plus 100 basis points due July 31, 2005. The
Company also has a committed unsecured line of credit of $50,000 due December 31, 2002 or such date thereafter, specifically
for financing affiliate securities.

The subordinated loans are covered by an agreement approved by the NYSE and are, therefore, available in computing net
capital under the SEC’s Uniform Net Capital Rule. To the extent that such borrowings are required for the Company’s
continued compliance with minimum net capital requirements, they may not be repaid.

Refer to footnotes 6, 9, 11 and 12 relating to short term borrowings, other assets, commitments and contingent liabilities, and
employee benefits, respectively, which include other related party activity disclosures.




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION
(Dollar in thousand except share data)

NOTE 8 - INCOME TAXES

Deferred income taxes are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax basis. Deferred tax assets and liabilities
are measured using enacted tax rates expected to be recovered or settled. The effect on deferred taxes of a change in tax rate is
recognized in income in the period that includes the enactment date.

At December 31, 2001, the Company had total deferred tax assets consisting of federal and state income tax benefits as
follows:

Net operating loss carryforward $ 2,284
Accrued interest expense to non-US affiliates 1,220
Restructuring reserve, deductible when paid 2,147
Restricted stock awards, deductible when paid 22,323
Other net deferred tax assets 4,629
Pension expense 2,055
Total deferred tax assets $ 34,658

Deferred tax assets are required to be reduced by a valuation allowance if it is more likely than not that some portion or all of
the deferred tax asset will not be realized. As of and for the year ended December 31, 2001, no valuation allowance has been
provided.

The Company is included in the consolidated federal income tax return filed by the Parent. Under the terms of the tax-sharing
arrangement, the Company is allocated federal income taxes on a separate return basis. The tax payable is limited to federal tax
payable per the consolidated income tax return. In 2001 the Company had taxable income on a separate return basis which
could fully utilize its separate net operating loss. In consolidation the separate loss utilization was limited to the amount
utilized in consolidation.

The Company has net operating loss carryforwards of $5,281. These carryforwards expire as follows:

Calendar Year Expiration Amount
2018 § 5281

NOTE 9 - OTHER ASSETS

The components of other assets at December 31, 2001 were as follows:

Furniture, equipment and leasehold improvements,
net of accumulated depreciation and amortization

of $22,167 $ 216
Exchange memberships, at cost (market value $7,811) 5,575
Dividends and accrued interest receivable 161,803
Receivable from affiliates 12,221
Deferred tax asset 34,658
Employee stock awards 41,739
Other 17,595

$273,807




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION

(Dollars in thousands except share data)

NOTE 9 - OTHER ASSETS (continued)

Shares purchased for future issuance are recorded as other assets (“employee stock awards”) and respectively accrued
liabilities and account payable as of December 31, 2001. The shares purchased are held in custody by a third party and, in
accordance with the plan agreement, the employees assume all risk associated with movements in the fair value of such shares.
Therefore, The Company does not record any fair value adjustments in the statement of financial condition.

Management reviews long lived assets to be held and used for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable.

NOTE 10 - FINANCIAL INSTRUMENTS

Fair Value of Financial Instruments

All of the Company’s financial instruments are stated at market value, except for securities purchased under agreements to
resell, securities borrowed, short term borrowings, subordinated loans, securities loaned, and securities sold under agreements
to repurchase, which are stated at their contract value. The contract value for these financial instruments are considered to
approximate fair value as they are short-term in nature, bear interest at current market rates or are subject to repricing.

Derivative Financial Instruments

In the normal course of its business, the Company enters into transactions in derivative financial instruments as an end user to
economically hedge other on-and-off balance sheet positions in order to manage its exposure to market and interest rate risks.
Such derivative financial instruments, primarily listed futures and options conducted through regulated exchanges, are stated at
market value.

On January 1, 2001, the Company adopted Statement of Financial Accounting Standard No 133, “Accounting for Derivative
Instruments and Hedging Activities” (FAS 133). Under FAS 133, all derivative financial instruments are required to be carried
at fair value on the Company’s statement of financial condition. Since the Company had previously carried it’s derivative
financial instruments at fair value, the adoption of FAS 133 did not have an effect on the Company’s statement of financial
condition.

Futures contracts and forward contracts provide for the delayed delivery or purchase of financial instruments at a specified
future date at a specified price or yield. Options are contracts that allow the holder to purchase or sell financial instruments for
cash at a specified price at or within a specific period of time. Risks arise from the possible inability of counterparties to meet
the terms of their contracts and from unfavorable changes in interest rates, foreign currency exchange rates, or the market
values of the securities underlying the instruments. The credit risk associated with forward contracts is typically limited to the
cost of replacing all contracts on which the Company has recorded an unrealized gain or loss. For exchange-traded contracts,
the clearing organization acts as the counterparty of specific transactions and, therefore, bears the risk of delivery to and from
counterparties to specific positions.

Although contract or notional amounts may reflect the extent of the Company’s involvement in a particular class of financial
instrument, they are not indicative of potential loss. The futures contracts typically are settled in the market prior to delivery
by entering offsetting positions, rather than through delivery of the underlying financial instrument. For these contracts, the
unrealized gains or losses, rather than contract or notional amounts, represent the approximate future cash requirements.

-7- (continued)




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION

(Dollars in thousands except share data)

NOTE 10 - FINANCIAL INSTRUMENTS (continued)

As a securities broker-dealer, the Company engages in various securities trading and brokerage activities as principal. In the
normal course of business, the Company has sold securities that it does not own and will therefore be obligated to purchase
such securities at a future date. The Company has recorded this obligation in the statement of financial condition at the
December 31, 2001 market value of the related securities. In security sales transactions, the Company is subject to risk of loss
if the security is not received and the market value has increased over the contract amount of the transaction.

Certain of the Company’s securities transactions, including reverse repurchase agreements, securities borrowing arrangements
and certain other secured transactions, are collateralized by readily marketable U.S. Government securities and are executed
with other brokers and dealers, commercial banks and other financial institutions. In the event that counterparties to
transactions do not fulfill their obligations, the Company may be exposed to credit risk to the extent such obligations are
unsecured. However, the Company’s policy is to monitor its market exposure and counterparty risk through the use of a
variety of risk monitoring and credit exposure reporting and control procedures, including the daily marking to market of
securities and collateral, and requiring adjustments of collateral levels, as considered appropriate.

In the normmal course of business, the Company enters into various commitments including “when issued” securities
transactions. The credit risk associated with these transactions is limited to the unrealized gains and losses recorded in the
statement of financial condition. Market risk is substantially dependent upon the underlying financial instruments and is
affected by market forces such as volatility and changes in interest rates.

A summary of the Company’s derivative financial instruments, executed through regulated exchanges and over the counter, at
contract or notional amounts, together with their fair values at December 31, 2001, is presented below:

Contractual/ Fair
Notional Amount Value
Futures contracts
Commitments to buy $ 5,312,100 $ 1,116,323
Commitments to sell 575,300 221,595
Listed options
Purchased 9,085,000 10,893
Sold 9,388,000 5,157

Concentrations of Credit Risk

The Company is engaged in various trading and brokerage activities in which counterparties primarily include broker-dealers,
banks, and other financial institutions. In the event counterparties do not fulfill their obligations, the Company may be
exposed to credit risk. The risk of default depends on the creditworthiness of the counterparty or issuer of the instrument. It is
the Company’s policy to review, as necessary, the credit standing of each counterparty.

-8-




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION

(Doliars in thousands except share data)

NOTE 11 - COMMITMENTS AND CONTINGENT LIABILITIES

At December 31, 2001, the Company was obligated under various lease agreements, and a sublease agreement, with an
affiliate entity relating to property used for office space and business purposes. These lease agreements have initial expiration
dates of December 31, 2001 with provisions for automatic renewals until June 30, 2006, unless the Company, by written
notice, elects not to renew the lease.

The Company is also obligated under noncancellable lease agreements for several branch offices, which expire at various dates
through November 30, 2005. Annual future minimum rentals under lease agreements for office space with third parties, some
of which provide for escalation based on property taxes and other operating costs, are as follows:

Year ending December 31,

2002 S 555
2003 570
2004 390
2005 309
Aggregate minimum lease payments 3 1,824

In the normal course of business, the Company is subject to pending and threatened legal actions. After reviewing the pending
and threatened litigation with counsel, management believes that the outcome of such actions will not have a material adverse
effect on the shareholder’s equity of the Company.

NOTE 12 - EMPLOYEE BENEFITS

Employees of the Company are covered under an affiliate’s non-contributory defined benefit pension plan and defined
contribution pension plan. Both plans are subject to the provisions of the Employee Retirement Income Security Act of 1974,

as amended (“ERISA”).
(a) Pension Plan

The Pension Plan (the “Plan™) is a defined benefit pension plan sponsored by an affiliate. The Plan covers all employees
of the Company hired prior to January 1, 1997 who have attained the age of 18 and have completed one year of service,
defined as a minimum of 1,000 hours. Participants become 100% vested after five years of service. Retirement benefits
are based on years of credited service. The strategy has been to maintain Plan assets sufficient to provide not only for
benefits based on service to date, but also for those expected to be earned in the future. The costs of the Plan have been
actuarially determined. No separate determination has been made of the actuarial present value of accumulated benefits
and the Plan’s net assets as they relate to the employees of the Company.

The Company adopted a new defined contribution plan to cover employees hired on or after January 1, 1997. Under the
new plan, employees would receive annual contributions of 3.5% of pay for their first four years of participation and 5.0%
of pay thereafter. When employees leave the Company, those who meet the plan’s five years of service vesting
requirement would be able to roll their account balance into an IRA or another employer’s plan, or, alternatively, leave
their funds in the plan and receive a lump sum at or after age 65.

-9- (continued)
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HSBC SECURITIES (USA) INC.
(A wholly ewned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION

(Dollars in thousands except share data)

NOTE 12 - EMPLOYEE BENEFITS (continued)

(b) Thrift Incentive Plan

The Thrift Incentive Plan (the “TIP”) is a defined contribution pension plan sponsored by an affiliate. All employees of
the Company who have completed one year of employment are eligible to participate in the TIP. Employees may elect to
contribute up to 11% of their base salaries up to the legal limitations. The affiliate matches 100% of the first 2% of
participants’ base pay contributions, and 50% of the next 4% of the participants’ base pay contributions. Participants are
100% vested in the value of their personal contributions, the employer matching contributions and the amount of any
earnings or appreciation on such contributions. All employees hired on July 2, 1999 or later are eligible to contribute to
the TIP immediately; however, the employer matching contributions begin after completion of one year of service.

(¢) Stock Option Plan

Options have been granted to employees of the Company under the HSBC Holdings Executive Share Option Scheme (the
“Executive Plan”). Under the Executive Plan, options have been awarded to certain employees of the Company to acquire
shares of HSBC. The exercise price of each option is equal to the market price of the stock of HSBC on the date of grant.
The maximum term of the options is ten years and they are expected to vest at the end of three years based on
management’s assessment that HSBC will meet certain performance conditions, as defined.

Since the shares and contribution commitment have been granted directly by HSBC, the offset to compensation expense
was a credit to capital in excess of par value representing a contribution of capital from HSBC.

The following table presents option transactions summarized for the year ended December 31, 2001:

Weighted

Average

Exercise

Options Price

QOutstanding at December 31, 2000 670,700 $ 11.32
Granted 384,575 12.52
Forfeitures (214,650) 11.37
Outstanding at December 31, 2001 840,625 11.76
Options exercisable at December 31, 2001 - $ -

The range of exercise prices on options outstanding were $10.17 to $15.29 for the year ended December 31, 2001. The
weighted average remaining contractual life for stock options outstanding at December 31, 2001 was 1.53 years.

The Company used the Murex Cox option-pricing model to determine the fair value of the 2001 option grants, using the
following weighted average assumptions:

Dividend yield 2.8% - 3.7%
Expected volatility 29.11% - 35%
Risk-free interest rate 5.66% - 6.2%

-10- (continued)




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION

(Dollars in thousands éxcept share data)

NOTE 12 - EMPLOYEE BENEFITS (continued)

(d)

(e)

Savings - Related Option Plan

Options have been granted to employees of the Company under the HSBC Holdings plc Overseas Savings - Related Share
Option Scheme (“the Scheme”). Under the Scheme, employees have the option to buy shares in HSBC at a discounted
price fixed at the beginning of a five year contribution period. Employee contributions to the Scheme cannot exceed the
U.S. Dollar equivalent of GBP250 per month. At the end of the five year period, employees will have six months in
which to exercise their option to buy shares.

Compensation expense associated with such options is recognized over the expected vesting period based on the estimated
fair value of such options at grant date. Since the shares and contribution commitment have been granted directly by
HSBC, the offset to compensation expense was a credit to capital in excess of par value representing a contribution of
capital from HSBC.

Weighted
Average
Exercise
Options Price
Outstanding at December 31, 2000 300,840 9.56
Forfeitures (31,756) 9.56
Outstanding at December 31, 2001 269,084 9.56

Options exercisable at December 31, 2001 -

The exercise price on options outstanding was $9.56 for the year ended December 31, 2001. The weighted average
remaining contractual life for stock options outstanding at December 31, 2001 was 3.33 years.

The Company used the Murex Cox option pricing model to determine the fair value of the 2001 option grants, using the
following weighted average assumptions:

Divided yield 3.3%
Expected volatility 32%
Risk-free interest rate 6.6%
Restricted Share Plan

In connection with the annual incentive compensation program, the Company may award employees a portion of such
compensation in the form of HSBC shares under the HSI Restricted Share Plan. The awarded shares are transferred to
employees at the end of the restricted period assuming the employee remains in employment. Such restricted periods
generally last up to two years from the date of grant. Awards are made for past performance and the liability is recorded
in the year of service.

NOTE 13 - NET CAPITAL REQUIREMENTS

The Company is subject to the Uniform Net Capital Rule (15¢3-1) of the SEC, Regulation 1.17 of the CFTC, and the capital
rules of the NYSE. The Company has elected to use the alternative method, permitted by Rule 15¢3-1, which requires that it
maintains a minimum net capital, as defined, equal to the greater of $1,000 or 2% of aggregate debit balances arising from
customer transactions, as defined, and under the CFTC regulations, the greater of $50 or 4% of the funds required to be
segregated for customers pursuant to the Commodity Exchange Act, exclusive of the market value of commodity options
purchased by option customers. At December 31, 2001, the Company’s net capital was $181,229 which was 9.12% of
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- Schedule I

FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART Il
BROKER OR DEALER
HSBC SECURITIES {USA) INC. asof 123101
COMPUTATION OF NET CAPITAL .
1. Total awnership equity (from Statement of Financial Condition - item 1800) . .. ................. s 206,558,272 @
2. Deduct Qwnersnip equity not allowadte for Net Cagital . ... ... oottt ian s { 3430
3. Total ewnership equity qualified for Net Capital . ........ ottt it ie i 206,558.272 @
4. Ada: .
A. Liabilities subordinated to claims of general creditors aflowable in computation of net capitat ... ... 375.000,000 3520}
8. Other (deductions) or allowanle cregits (LiSt) ... ... ...ttt iii it e G?:‘—E'l‘
5. Total capital and allowable subardinated NaBililieS . ... ...ttt e s 581,558,272 3330}
6. Deductons and/or charges: -
- A. Tatai non-allowable assets irom
Statement of Financial Condition (Notes 3and C) . ............. $ 143,576,033 (3340
1. Additional charges for customers’ and
non-customers' security accsunts .. ... ... ....... EE 2,439.3353550)
2. Additional charges for cusiomers' and ’
NON-CUSIOMErS’ COMMOGity 3CSIUAMS ... .vvverreronneenn.. 3550
B. Aged fail-to-detiver: .. L L 18,2567,313/3870)
1. number ofitems ... ............ 3632501
C. Aged short security differences-less T
reserveof .. ... .. s 380 3230
numoerofitems ................ 3370
0. Secured demand NOIR dBAGENCY . .. .......cuvveennennnennn 550
£. Commedity futures contracs and spot commodities -
proprietary capal charges . . |, . e 24,188,6112600)
F. Other deducions anA/Or Carges . . ... ........c.uvveneenaenns 26.267,337'2810)
G. Deductions for accaunts carmed unger .
Rule 15c3-1(a)). (a}(M and ()QUx) ........... P =613
H. Total deductons ana/or CaMgBS . . .. ... .. ...teenaet ittt ia i e ( 184,339.629){3620!
7. Qther aaditions and/or ailowable credits (List) .. .. ... T 3830
3. Net Cagitat before naircuts on securities SOSIIONS . ... ... ... .ottt s H -396.718,543 3640
9. Haircuts on securtties: (computed, wnere applicable,
pursuant to 15¢3-1(): - -
A. Contractual Securities COMMIMENLS . ... .................... s 3,000,000 35501
8. Sucordinated securities BOTOWINGS |, .. ..., .............l..s L)
C. Trading and investment Secunties: - ... .............. e
1. Bankers' acceptancss, canificates of desosit '
and commercial paper ... .... e e ) JE80
2 U.S. ana Canadian govemment abligations  ........... PR 148.464.755:2690
3. State and municibal govemrném opligatons .. .............. 3700
" 4. Carporate oBHGABANS . ... ... ... 52.162.552:3770]
5. SIOCKS ANG WAITAIS .. ..o\t teessireeaeeneaeeanennnns 1,028.347 27200
B OBUOMS .. ttettn e erar et et e e 3750
7.Arpitrage . .......... et e 3733
8. OtEr SBCUMIES . ... . ... ...oienererennnnennenaennenn 3754
O. Undue concentration ... ...... e 332,389 Z6Z0)
SOOI (LS ettt e e 3738 215,489,144 3740
10.NELCA0HAL ... e S P s 181,229,499 grEa
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Schedule I, (continued)

FINANCIAL AND QPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART Il

3ROKER CR DEALER
HSBC SECURITIES (USA) INC.

as of 12131101

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

" equily under Rule 15c-1(a)(6), (a{7) ana (c)(2)(x) civided by Net Capual

NOTES:
(A) The rmimmumn net caoital requirement shouwig be csmouted Dy adding the mimmum doliar net caoial requirement
of the renorting Broker dealer and, /or 2acn st iary to de j the greater of:

1. Minimum dotiar net capial requirement, or ) :
2. 3-2/3% of aggregate indenteaness or 2% of aggragate ceoits if aiternate method is used.
i agreements or secured demand notes

covered Jy st ination agr nat in y form 3nd the rmarket values of membersnios in
axchianges contributed for use of campany (conya (o item 1740) and partners’ secunties which were
. in o .

(C) For reports fled pursuant to paragrach (d) of Rule 17a-3, respongent snouid orovide a list of matenal
non-ailowavle assets: - . - -

10/35

Part A
11. Minimal aet capital required (6-23% Of @ 190 ... e s et
12. Minimum dollar net capital requirement of reporing braker or dealer and minrmurm net capital requiremnent

of subsigiaries comouted in acSIMANCE WIth NOI® (A) L L. it S 3758l
13, Net capual requicement (greater af line 1130120 L e e s {37601
14, Zxcess neccaoital (line 101885 13) L e H 37701
15, Sxcess net capital at 1000% {line 10 less 10% offine 19} .. ... ...l s 13:80]

» . COMPUTATION OF AGGREGATE INDESTEDNESS
16. Totat A L liaoilities fram Slatement of Financial Candilion ... ... .. .. cceiiiniiianiiae i, s [3790]
17. Aod:
A.Orafts 'or immediate &8GR ............ii.iiiieaiiaeaiaaan..s H 13800
3. Market vatue of sacunties Samrowed for wiic no
equivalent valug ispard or Gredited L. 4] i3810)

C. Other unreconded amounts (Lish) ... ... ...l S 38200 § 13830}
18, Ceducs: Adjustrent Sased an depasits in Specal Reserve 8ank Accounts(15e3-HEX VI oonenrnnnnn... s 12333
19. Total aggregate INGEOIEANESS . L. .. e eaae e s {38401
20. Percentage of aggregate indedtedness (o net caottal (line 19 divideg by line 10) .. ... ... ... ..., % 13850
21. Percentage of aggregats indeoteaness (O net cackat aner anuciodted capial withdrawals :

(tine 19 aiviced by line 10 less item 4880 p3GE *Z8 .. ...........i.i.cee.ne. e % 12853
Pan 3 COMPUTATION OF ALTERNATE NET CAP!TAL REQUIREMENT
22, 2% of camnomed aggragate denit items as snown in Farmuia for Reserve Requirements cursuant

0 Rule 15¢2.3 grepared as of the cate of net capital computation including Soth

roKkers of 2ealers and coNSOlCIIEd SUCSICIANES JEBIHS .. ... .........coeeeornanennnnenennnes s 38,729,0643870]
23. Minimum goitar net capital requirement of regorgng droker or gealer and mimmum net caonai .

requirement of SUDSKIIaMes CIMDUE in 3cSareance with Nate(A) H 1,000.000138801
24. Net caonal regurement (Greater of iNe 220r Z2) L. ... H 39,729.064(37601
25, Sxcass neccamital (v 10 1855 28) ... i.iiiiel et aaas s 141,500,335(3910]
28, Sercantage of Net Caottal to Aggregate Desits (ine 10 divided Dy line. 170398 8) ...........ovevannnnnn % 3123851
27. Percentage of Net Caputal. atter caonal wit , to Aggregate Jebits -

. item 10 less item 4880 page 12 aiviged By ine 17389 8) . ...........iiiiiiiieiiieieie e, %. 3.12[3824]
| 2B. Net capital iz excess of the greater of: N
5% of compned aggregate dait items or 120% cf minimum net capial requirement L ... ... .. .. ..., H 41.906,340/2920}
) OTHER RATIOS

Part C . ..

29. Parcantage of dett (0 debt-aguity (03l comouted in acesrdance with Rule 15e3-1 (d). . .............c.... % 30.09(28E01
.30. Options decucions/Net Caostal rano {1000% as?) lotal deductions exciusive of liquigating

k e % )




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART Il '

Schedule I1

BROKER OR DEALER ‘
HSBC SECURITIES (USA) INC.

as of 12/121/01

CCMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
FOR BROKER-OEALERS UNDER RULE 15¢3-3
(See Rule 15¢3-3, Exmbit A and Reiztea Mates)

CREDIT BALANCES
1. Free crecit batances and other creait Salancas in customers’

secunty accaunts (see Nate A, Sxnibit A, Rute 15¢3-3) .. 5 938,441,352 3340]
2. Montas borowed collateralized Yy sacunties carmed for the acssunts

of customers (see NOte 3) L e ra350
M cayadle ag = ' secunties ioaned (see Note C) . ... .. .......,.. {4360
4, Customers’ secunties ‘ailed lo receive (seeNote C) . ... ... L., 1.020.523.9761 4370
§, Credit Salances in firm accaunts wiien are atributabie to

Princoal SAlES 10 CUSIOMErS i, 57.403.482{3380]
6. Market vaiue of stock dividends, stock soiits and sumilar aistnbutions

recsivagie outstanding over 10 CIIENASr QAYS ... ...........i.ii...... (3350
7. ™ Marcet value of shont secunty count differences over 30 caiendardaysald ... ... .. .. | 4001
8. ™ Marxet vaie of short securities and cregits (not to be offset by iongs or oy

debits} in alf suspense accounts over 0 CAleNAAr 2AYS L L. L. - 2,080,535( 4430
9. Marxet vaiue of secunties wnicn ars in fer in of 40 days

and have not been canfirmed !0 be in transter By the ransier agent or .

the issuer dunng the 40 days 420
10. Other(Uisty ................ 3.211,5971 3428
11, TOTAL CREDITS e e e e e e s
DEZIT SALANCES

12, Oeoit dalances in cusiomers’ Casn and Margin 3CCOUNTS BxXciuding unsecured
acsounts and acsaunts douctiul of cotlection net of decuctions oursuant ig
Note £, Sxhibit A, Rule 18€3-3 .. . . . . e H ,088.289.961) +440
13. Secunties dorrowed lo effecuate short sales by customers ang
securntiss torowed iC Make geivery on customers'

secunties failed 10 GBIVEY L. 22,437, 571%50
14. Falled ta detiver of customers' securties not oider than 30 calendardays - ... ......... 375,525,543 4260
18. Margin reguired and on cegosk with the Ootions

Cizanng Carnoravan ‘or aif coton contracss

written ar purchased in custormer 3cESwMS (see Note F) L. ... ... ... ..., 1 4465
16 OBr (S0 © L e e et | =469
17. = Aqgregate deoit tems e e e e e e e e e e
18, = Lass 3% (for atemnanve mewmod onty - see Rule 1Se3-3(MSHD) ... ... . . i i
10 T IO AL 15633 DEBIT S e e e
RESERVE COMPUTATION
20. Sxcess of lotal detits Jver 'otal cregits (fine 19 less line 11} e
21. Excess of towal credits over tofal deoits (line 11iessline 1) . L L L
22, it comoutation pernmutted on a manthly basis, enter 105% of
| excess of IGtal CEGiS OVer Ot ABDILS L. e aieaeiaa e
23. Amaunt heid on degasit in "Reserve 8ank Account(s)”, including

value of quatified ies, at end of reporting period ... ... ... e
24. Amount of degosit (or witharawal) incuding

s [23.114.771){3513) value of qualified SECUMtIBS . .. ... ... .. ... ...
25. New amount in Reserve Banx Account(s) after adding decasit or suttracing witharawat including
s 119,916,197 '3325; value of qualified secunties .- ... ... .. R s

26. Date of degosit (MMCOYY) e e

FREQUENCY CF COMPUTATION

27. Daily 14332, 'Weekly X 142231 Menthty 143341

= In the avent the Nét Cagital Recurrement is computed under the akernative method, this “Reserve
Formuia® snall be prenared in acssraance with the requiremnents of garagraon (f) of Rule 151,

2.02%,781.702

1,986.483,175

22301
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HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

COMPUTATION OF CFTC MINIMUM NET CAPITAL REQUIREMENT
AS OF DECEMBER 31, 2001

Schedule TIT

Amounts required to be segregated or set aside
in separate accounts for customers pursuant
to the Commodity Exchange Act and regulations

U.S. futures & options $ 244,737,021
Foreign futures & options 26,111,707

$ 270,848,728

Deductions for open long U.S. and foreign
options in customers’ accounts

Value of long options required to

be segregated 46,587,195

Value of amount of long option

which exceeds the net liquidating equity (30,997,509)
Net deduction for open long customer options ' (15,589,686)
Amount subject to 4% net capital requirement $ 255,259,042
Minimum CFTC net capital requirement § 10,210,362

The above computation does not differ materially from that which was filed on January 25, 2002 on Form X-17A-5 Part II by
HSBC Securities (USA) Inc.



HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

STATEMENT OF SEGREGATION REQUIREMENTS AND
FUNDS IN SEGREGATION FOR CUSTOMERS’
TRADING ON U.S. COMMODITY EXCHANGES

AS OF DECEMBER 31, 2001

Segregation requirements:

Net ledger balances:
Cash $130,143,720
Securities (at market) 128,500,128
Net unrealized profit in open futures contracts traded on a contract market 494,891
Exchange traded options:
Add - Market value of open options contracts
purchased on a contract market 46,587,195
Deduct - Market value of open option contracts
sold on a contract number (60,995,860)
Net equity 244,730,074
Accounts liquidating to a deficit and
accounts with debit balances with no open contracts 13,661,924
Deduct - Amount offset against U.S. Treasury
obligations owned by customers (13,654,977)
Total amount required to be segregated 244,737,021
Funds on deposit in segregation:
Deposited in segregated funds bank accounts:
Cash 3,505,701
Securities representing investments of
customers’ funds (at market) 0
Securities held for customers in lieu
of cash margins (at market) 83,848,289
Margins on deposit with clearing organizations
of contract markets:
Cash 132,002,135
Securities representing investments of customers funds (at market) 16,945,415
Securities held for particular customers 43,492,989
or option customers in lieu of cash (at market)
Net settlement due to clearing organizations (7,551,738)
Exchange traded options:
Add - Unrealized receivables for options contracts
purchased on contract markets 46,587,195
Deduct - Unrealized obligations for option
contracts sold on contract market (60,995,860)
Net liquidating equities with other FCMs:
Net liquidating equity 70,982
Securities representing investments of customers’
funds (at market) -
Segregated funds on hand 1,158,850

Total amount in segregation

Excess funds in segregation

259,063,958

§ 14,326,937




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Inc.)

STATEMENT OF SEGREGATION REQUIREMENTS
AND FUNDS IN SEGREGATION FOR CUSTOMERS’
DEALER OPTIONS ACCOUNTS

AS OF DECEMBER 31, 2001
Schedule V
Amount required to be segregated in accordance
with Regulation 32.6 $0
Funds in segregated accounts:
Cash $0
Securities 0
Total 0
Excess funds in segregation $0

The above computation does not differ materially from that which was filed on January 25, 2002 on Form X-17A-5 Part II by
HSBC Securities (USA) Inc.




HSBC SECURITIES (USA) INC.
(A wholly owned subsidiary of HSBC Markets (USA) Ine.)

STATEMENT OF SECURED AMOUNTS
AND FUNDS HELD IN SEPARATE
ACCOUNTS FOR FOREIGN FUTURES
AND FOREIGN OPTIONS CUSTOMERS
PURSUANT TO COMMISSION REGULATIONS 30.7

AS OF DECEMBER 31, 2001

Amounts to be set aside in separate
section 30.7 accounts $26,111,707

Funds in separate section 30.7 accounts:
Cash $ 111,310
Securities 22,656,960

Amounts held by members of foreign boards
of trade 13,120,914

Amounts with other depositories designated
by a foreign board of trade -

Total funds in separate section 30.7
accounts 35,889,184

Excess funds in separate section 30.7
accounts $ 9,777,477

The above computation does not differ materially from that which was filed on January 25, 2002 on Form X-17A-5 Part II by
HSBC Securities (USA) Inc.




345 Park Avenue
New York, NY 10154

Independent Auditors’ Report on Internal Control
Pursuant to SEC Rule 17a-5 and CFTC Regulation 1.16

The Board of Directors and Stockholder
HSBC Securities (USA) Inc.:

In planning and performing our audit of the financial statements of HSBC Securities (USA) Inc. (the
“Company”) for the year ended December 31, 2001, we considered its internal control, including control
activities for safeguarding securities and customer and firm assets, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide assurance
on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”) and Regulation
1.16 of the Commodity Futures Trading Commission (CFTC), we have made a study of the practices and
procedures followed by the Company inciuding tests of such practices and procedures that we considered
relevant to the objectives stated in rule 17a-5(g) and Regulation 1.16 in the following:

1. Making the periodic computations of aggregate debits and net capital under rule 17a-3(a)(11) and the
reserve required by rule 15¢3-3(e);

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by rule 17a-13;

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System;

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin securities
of customers as required by rule 15¢3-3;

5. Making the periodic computations of minimum financial requirements pursuant to Regulation 1.17;

6. Making the daily computations of the segregation requirements of section 4d(2) of the Commodity
Exchange Act and the regulations thereunder, and the segregation of funds based on such
computations;

7. Making the daily computations of the foreign futures and foreign options secured amount requirements
pursuant to Regulation 30.7 of the CFTC;

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of controls and of the
practices and procedures referred to in the preceding paragraph and to assess whether those practices and
procedures can be expected to achieve the SEC’s and CFTC’s above-mentioned objectives. Two of the




not absolute assurance that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of financial statements in accordance with
generally accepted accounting principles in the United States of America. Rule 17a-5(g) and Regulation 1.16
lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, error or
fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to
the risk that they may become inadequate because of changes in conditions or that the effectiveness of their
design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that might
be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of one or more of the
specific internal control components does not reduce to a relatively low level the risk that error or frand in
amounts that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including procedures for safeguarding securities and
customer and firm assets, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC and CFTC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934, the Commodity Exchange Act, and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the Company’s
practices and procedures were adequate at December 31, 2001 to meet the SEC’s and CFTC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
the CFTC, the New York Stock Exchange, and other regulatory agencies that rely on rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and Regulation 1.16
under the CFTC, and is not intended to be and should not be used by anyone other than these specified
parties.

KPMe P

February 19, 2002
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